CHAPTER 5§
BUDGETARY TRENDS AND FISCAL POLICY

Introduction

5.1 Arresting the pace of inflation, while maintain-
ing the tempo of investment in vital core sectors of
the economy has been the major concern of fiscal
policy of the Central Government in the last two
years. Because of the exceptionally difficult circum-
stances prevailing in these two years, Government’s
cfforis to reconcile the requirements of stability and
growth have so far had a limited impact.

5.2 Notwithstanding the efforts made to reduce a!
aveidable government cxpenditures, including some
development expenditure of relatively low priority, and
large scale mobilisation of resources through taxation
and internal and external borrowings, the fiscal gap
in the Central and State budgets in 1973-74 was as
large as Rs. 775 crores and had to be met by deficit
financing. Favourable expectations which prevailed
at the time of the presentation of the Budget for the
year 1974-75, however, soon turned out to be short-
lived and the subsequent developments in the economy,
characicrised by acceleratlon of inflation, and stagnant
agricultural and industrial output, called for more dras-
tic measures on fiscal and monetary fronts.  Thus,
the year 1974-75 witnessed unprecedented cfiorts at
mobilisation of resources as well as certain new mea-
sures designed to contain the inflationary situation.
Fven with all these cfforis, the budgetary outlook for
1974-75 still continues to be unfavourable and the
budgctary deficits of the Central and State Govern-
s are unlikely io be contained within limits laid
wil at the time of presentation of these budgets.

Budgetarv Develﬂpmemf in 1973-74

5.3 At the time of the presentation of the 1973-74
Budﬁe‘ by the Central and State Governments, it
was “estimated that their combined gap between the
total outlay and current revenues would be Rs. 2935
crores; but accerding to the revised estimates, U 3
eot widened to Rs. 3483 crores, indicating a deteriora-
tion of Rs. 498 crores.  Whereas the incs‘cag: in Gov-
crnment outlay in the revised estimates over the bud-
got estimates was of the order of Rs. 538 croves, the
improvement in current reveaucs was only marginal
at Rs. 60 crores, mainly on account of the deteriora-
tion of Rs. 124 crores in Railwayy’ finances—1{rom a
budgeted surplus of Rs. 24 crores to a deficit of
Rs. 100 crores in the revised estiria tes, and due to o
decline of Rs. 107 crores under union cxcise duties.
The decline in collections from usion cxcise duties was
inspite of the doubling of the rate of excise duty on
motor spirit in November, 1973 which was cxpected
o vyield an additional revenue of Rs, 50 crores in the
remaining months of 1973-74. The unsatisfactory
trend of union excise duties was due both o stagna-
tion in industrial production and the fact that cven
HOW a Subr:,tantial part of excise revenue accrucs from
specific rather than ad—valorem duties, whose incidence
declines as prices incrcase. I some areas, the revis-
ed estimates of current revenucs showed a significant
improvemcent over the budget cstimates such as, sales
tax (Rs. 90 crores), income and corpGration taxes
(Rs. 41 crores), state excise dutics (Rs. 35 crores),
and taxes on passengers and goods carried by roads
(Rs. 20 crores). Much of this improvement in re-
venue collections could directly be ascribed to the

TaBLE 5.1
Budgetary Transactions of the Central and State Governiments

I Total Outlm

(a) De\r'elopfnemaY

I1. Current Revenues
111, Gap (-1ID

Financed by:
(1) Draft on voluntary domestic private savings
(ii) Draft on foreign savings
(iii) Foreign assistance earmarked for 1efwec unei
(iv) Budgetary deficit.

(Rs. crores

1972 7?

*Excl 1de\ notlonal cntx} ol" Rs 48 crores on account of conversion oi Ioan cdpltai mto eqmty umta} in resy cct of pu l‘v cun (‘cr-

takings.

**xcludes contingency fund transactions of the Central and State Governments (Rs. (—-) 34 crores in 1972-73, Rs. (-

1973-74 (B.E.) , and Rs. 2 crores in 1973-74 (R.E.).
+As per acgounts.

1Z crores in

For different concepts of deficit financing, refer to footnote on page 25.
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inflationary price rise.

5.4 As for the increcase in total oudays it might
be recalled that due to the late submission of the
report ¢f e Third Pay Commission, the budget es-
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excise duties turned out to be even lower than the
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budgetary deficit™ of the Cenire was lower at Rs. 368
crores compared to Rs. 650 crores in the  revised
cstimates.  The combincd budgetary delicit of  the
Centre and States thus amounted to l 2s. 543 crores in
1973-74. But deiicit financing, which is a more
apprepriate measure of he cconommic impact of the
Governn ¢ operations, was still as high as Rs. 775
crores. This was on aczcount of the substantial sop-
port extended by the Kescive Bang to Ceniral
Government loans.

1
tne

Budgetary Dovejopruents fa 197475

the year 197475 has proved to be another
crisis year for the cconomy.  The budget for 1974-75
had to be f wmed in the back; ground of severe infla-
ticnary pressures coinciding with highly uncertain out-
look for aguu,'.hurnl and industrial output as well as
for the balance of payments, in the wake of steep
increase in oil prices in January, 1974. The imme-
diate thrust of ihe budget, thercfore, was to impart
a4 measure of stability to the economy while seeking
to provide adequate investible resources to the selected
core sectors suc‘n as agriculture and coal. Determined
cfforts were made to cut down reliance on deficit
financing. In consonance with this objcctive, the
combined budgetary deficit of the Central and Siate
Governmenis was kept at a modest level of R 141
crores as compared to Rs. 790 crores in the revised
estimates for 1973-74.

5.8 The combined budgetary provisien for develop-
ment outlay in the Ceniral and State dgets for
1974-75 was Rs. 8579 crores, in uplying a step-up of
26 per cent over the revised estimates of 1973-74,
whereas the latier had shown an incrcase of only
2.7 per cent over the actuals of 1972 73. While this
increasc in development outlay was in itself impres-
sive, a part of this increase is accounied for by the
change in the concept of Plan outlay, which beginzing
from the Fifth Flan, among other things, also includes

current rcpluvcﬁ:f:nt and renewal expenditures of Gov-
crnment cnfernrises as well as ceriain roliel  cxpen-
ditures which add to capital assets. The provision for
the plan in 1974-75 in the Central budget amounted
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5.9 Keeping in view the need to restrict budget
deficit to the minimum, the provision made for non-
developmental expenditure in the 1974-75  budgets
was confined mainly to contractual and cther ines-
capable cxpenditures and accordingly showed a nomi-
nal increase of only one per cent over the 1973-74
revised cstimates.  This compares with'an increase
of 21 per cent shown in the revised estimates of 1973-
74 over 1972-73 accounts. However, this negligible
increase in non-development expeaditure in 1974-75
budget was also partly duc to insuflicient provisions
having been made in respect of certain cxpcn.d.ltures,
especially in respect of food subsidy and lLability to-
wards payments of additional dea:ness allowance that
would become payable with the rise in the Consumer
Pricc Index.  As shall be pointed out later, these
provisions had to be increased substantially, subse-
quently.

5.10 On the revenue side, the Central budget pro-
vided for additional tixation yielding a net revenue
of Rs. 185 crores (after transferring to States Rs. 26
crores of their sharc and allowing for a post budget
concession of Rs. 1 crore). Of this amount, Rs. 165
crores (net of States’ share) were sought to be raised
by way of union cxcise duties. levied mainly on inter-
mediate products and on items consumed by better
off sections of the population and Rs. 20 crores from
custom duties. Furthermore, in order to compensate
for the increased wage outiays and other riscs in costs,
freight rates and passenger fares of the railways were
raised to increase the railways’ carnings by Rs. 136
Crores. Rates on postal, telephone and telegraph
services were also revised to improve their receipis
by Rs. 43 crores in 1974-75. In all, thercfore, the
additional resource effort of the Central Government
proposed in February, 1974 aggregated Rs. 390 crores
including States” shares. Additional taxation cflort of
he State Governments in their budgets for 1974-75
was also appreciably higher at Rs. 15§ crores compar-
ed to Rs. 41 crores in 1973-74.

5.11 Evolving a tax system conducive to higher
ratcs of growth and a reduction in inequalities of in-
come and wealth has been engaging the attention of
the Central Government for quite some time.  The
several recommendations of the Direct Taxes Enquiry
Committee (Wanchoo Committee) have been progres-
sively implemented jn an effort to rationalise the
existing system.  The budget for 1974-75 incorpo-
rated one of thc major recommendations relating to
personal income tax. One of the major administrative
problems of tax administration in India has been large
scale avoidance and evasion, particularly of personal
income taxation, and this is partly attributed to high
marginal rates. Following the Wanchoo Committec
recommendation in this regard, the marginal rates
were reduced at different slabs and the then prevail-
ing maximum rate of 97.75 per cent (including sur-
charge) was lowered to 77 per cent.  Simultaneously,
the minimum exempted level of income attracting tax
was raised from Rs. 5000 to Rs. 6,000. A further
simplification was effected in assessment procedures.
Thas  salaried tax-payers were allowed o standard
deduction upto a maximum of Rs. 3.500 (at the rate
of 20 per cent of the first Rs. 10,000 of the salaried
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income and 10 per cent of the balance cxceeding
Rs. 10,000) in the place of separate deductions hither-
{0 allowed under certain heads. To reduce the burden
on the tax administration and to save time for paying
greater attention to assessment of Iargey incomes,
filing of income tax returns was made optional in the
case of persons with a salary income not exceeding
Rs. 18,000. ‘The anticipated loss in tax revenue In
1974-75 resuiting from these changes estimated at
Rs. 36 crores was expected to be recouped by better
tax compliance and a fuller disclosure of taxable in-
come by the assessees. To ensure that these conces-
sions did not impair in any way the objective of
achieving reduction in the existing disparities in in-
come and wealth, the rates of wealth tax on certain
slabs were raised and this measure would yield an
additional revenue of Rs. 9.5 crores in 1975-76. To
encourage substitution of coal in the place of petro-
leum products, incentives in the form of development
rebate on installation of any machinery or plant for
converting oil-fired boilers to coal-fired botlers were
offered, provided if machinery would be installed be-
fore June 1, 1975. Another significant change made
in the 1974-75 budget related to company taxation
by which the rate of surtax was increased from 30 per
cent to 40 per cent in respect of chargeable profits of
companies exceeding 15 per cent of the amount of
capital with a view to mopping up their windfall
profits. A revenue of Rs. 5 crores was expected
{from this measure which would accrue from 1975-76.
The development rcbate, which was due to  expire
fron: the end of May, 1974 was cxtended by one
more year, provided conclusive evidence could be
shown that the purchase contracts for such plant and
machinery were finalised before the end of 1973.

5.12 In the field of indirect taxation, the emphasis
was to cnlarge the tax base by bringing in morc itenis
within the tax net and simultaneously, enhancing the
raies of dutics on several items which are consumed
by the more affluent sections of the community- The
list of items covered by auxiliary excise duties was
also enlarged to add 14 new items to the then exist-
ing 10 items. Likcwise, duties on petroleum products
were also enhanced to curb their consumption. Except
for a marginal incrcase in the middle slab of auxiliary
duties on imports from 10 per cent to 15 per cent,
there was no other change of any significance in
customs duties.

5.13 In sum, the overall picture emerging from the
Central and State budgets for 1974-75 was that, the
total budgeted expenditures would exceed their current
revenues by Rs. 3589 crores and this would have to
be met by a draft on internal private savings to the
cxtent of Rs. 2,561 crores and of Rs. 887 crorcs on
foreign savings, leaving an uncovered budgetary defi-
cit of Rs. 141 crores to be met by recourse 10 borrow-
ings from the Reserve Bank.

5.14 An economic and functional classification of
the Central Government budget shows that both the
consumption expenditurc and provision for capital
formation in 1974-75 (B.E.) would go up by 17.3
per cent and 13.2 per cent respectively as compared
to a modest incrcase of 3.1 per cent and 4.1 per cent
respectively, in the revised estimates for 1973-74.
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As regards the financing pattern, the reliance  on
foreign savings would increase froin Ks. 286 croves
in 1972-73 and Rs. 509 crores in 1973-74 (R.E) to
Rs. 887 crores in 1974-75 (B.E.) even though the
gross savings of the Ceniral Government and s
departmental  undertakings were cxpecied to go up
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from Rs. 447 crores in 1972-73 to Rs. 572 crores

in 1974-75 (B.E.). Expressed as a ratio of  the
Central Government’s disposable income™, the  net

saving was cstimated to rise from 12.4 per cent in

TasLE 5.2
Capital Formation by the Central Goverament and jrs finaacing

I. Gross capital formatisn out of budgetaty resources of the Central Government

(1) Gross capital formation by the Central Government

(i) Financial assistance for capital formation to the rest of the economy . -
p Y

1. Gross savings by the Central Government
HI. Deficit (i—I1)
Financed by :
IV. Draft on cther sectors of the domestic economy
(i) Domestic capital reccipts
(il) Budgetary deficit.

V. Draft on foceign savings

*After taking into account the post-budget coacrssion, the budgetary deficit was Rs. 126 creres.

1672-73 to 12.8 per cent in 1973-74 (R.E) and
further to 13.7 per cent in 1974-75 (B.E).
(1I2s. ¢crores)

' S 197273 107178
S _ HAseounts) {B.ES
. . 2,627 3,094

. . . . . 677 363
1,955 2,225

447 510) 572

2,180 2,224 2,522

1,894 1,785 1,633

1,063 i,055 1510

831 650 15%

2386 509 387

NoTe : Gross capital formation in this table iacludes ioans given for capital fornation on a gross basis. Consequently domestic capital
receipts include loan repayments o the Central Govenrnment.

5.15 The total development expenditure of the
Central Government in terms of the above classifica-
tion comprises both the outlay on capital formation as
well as the current cxpenditure on social and econcmiic
services; according to the budget estimates, these two
taken together would amount to Rs. 4244 crores in
1974-75, showing an increase of 103 per cent as
against a decline of 2.5 per cent recorded in 1973-74
(R.EE.)-  As a proportion of total cxpenditure, the
expected development expenditure as computed above
declined from 50.3 per cent in 1972-73 (Accounis) o
46.% per cent in 1973-74 (R.E.) following the eco-
nomy messures cfiected in August, 1973, In 1974-75
(B.£.), howover, the development expenditure would
form 49.0 per cent of the total cxpenditure.

516 A further strengthening of the inflationary
forces, a disappointing rabi crop, followed by an un-
favourable monscon in the post-budget months con-
firmed that the economic situation would deieriorate
further if additional corrective steps were not taken
immediately.  In the wake of the shortfall in food-
grains output, imports of {oodgrains on commercial
basis had to bc arranged to maintain the public
distribution system, making the earlier provision of
R§. 100 crores made for food subsidy
lLikewise, the continuous increase in the Consumer
Price Index resulied in successive instalments of
dearness allowances falling due, thus making the
budgetary provision of Rs. 120 crorves made in this
regard grossly insufficient.  Additional provisions of
Rs. 125 crores and Rs. 112 crores had to be made
respectively, on these items. Additional requirements
of the defence services, due to improvements in the

*Tax revenues plus non-tax revenues minus current transfer payments.

inadeguate.

emoluments of the defence personnel had to be met
with a further aliocation of Rs. 75 crores. Escala-
tion in project costs due to the price rise, had to be
met by providing an additional amount of Rs, 152
crores in respect of the core scctor of the Plan so as
to keep the physical content of the Plan unimpaired.
Increased provision for interest payumenis becaine
necessary in conformity with the gencral step-up in
interest rates in the post-budget pericd. &ince some
of the States had been afflicted by natural calamities
like floods and drought, it appeared that the Centre
might have to help them out by increased assistance,
although no provision was made in this regard.  Fur-
thermore, as a result of additional dearncss allowance
payments to staff, escalation in other costs and de-
cline in carnings, the railways’ deficit wae also expec-
ted to increase to Rs. 299.6 crores.

5.17 Taking together all these impending increases
in expenditure, it became obvious that the budgetary
deficit would greatly exceed the original estimate of
Rs. 126 crores in the Central budget, unless measures
were taken to improve resources position and also to
achieve further economies in expenditures wherever
possible.

5.18 Thus, the deterioration in budgetary situation
together with the unabated price rise compelled Gov-
ernment to take a series of anti-inflationary measures
in July, 1974. Tn the difficult situation faced by the
country, payment of large sums of money by way of
additional wages and dearness allowance and increased
spending power in the hands of certain classes of



income recipicnts would have only given an upward
thrust to prices and would have further aggravated
the iuflationary situation. Thus, some effective steps
were urgently necessary in order to break the vicious
circle of money incomes chasing prices to curb in-
flationary pressures and promote savings, cven though
this might cause some temporary hardship to the sec-
tions of the community affected by these measures.

5.19 Accordingly, three Ordinances (since replaced
by Acts of Parliament) werc issued in early July,
1974 with a view to directly checking the expansion
of demand through curtatting  disporable income in
the hands of cert lasses of ped The Additional
Emoluments (Compulsory Deposity Ordinance, 1974
provided for compuisory deposit of whole of additio-
nal wages and s s and hall ¢f additional dearaess
altowance. This covered nearly i5 million cmplovees
in the Government, public and private industrial sec-
tors and was expected to result in an accretion of
about Rs. 450 crores in the current year and about
Rs. 550 to Rs. 600 crores in the next year. These
funds will remain frozen with the Reserve Bank of
India and will be repaid in five annual instalments
(together with interest due thereon) from the expiry
of the period for which the respective deposits are
required to be made.

5.20 The Compaunies (Temporary Restrictions on
Dividends) Ordinance, 1974 provided for limiting the
after-tax profits distributed by companies to 33-1/3
ver cent of such profits, or to 12 per cent of the face
value of the equity shares of the company and the
dividend payable on its preference shares, whichever
is less. It Is estimated that this scheme would lead
to a reduction of nearly Rs. 60 crores in dividend
payments and this amount will be available to com-
panies for expansion or diversification. Following the
curb on dividend distribution, it was also found neces-
zarv to impese certain restrictions on the frequency
of issucs of bonus shares. Accordingly, the time lag
betwoon two su » ancuncoments of bomus shares
by a company was increased from 18 to 40 months.

5.21 By a third Ordinance, a Compulsory Deposit
Scheme was ntroduced covering all income tax pay-
ers whose aggregate net annual income exceeded
Rs. 15,000. The rate of compulsory deposit pres-

ribed was 4 per cent of the aggregate net annuai in-
come upte Es. 25,000; Rs. 1,000 plus 6 per cent of
the excess over Rs. 25,000 in the slab of Rs. 25,001—
Rs. 70,000 : and Rs. 3,700 plus 8 per cent of the
excess over is. 70,000 in cases where income exceeds
Rs. 70,000, The amount of deposits expected under
the scheme is Rs. 50 crores in the current year and
Rs. 55 crores in the next year. These deposits shall
ajso remain immobilised with the Reserve Bank of
India and will be repaid in five annual instalments
(togother with interest due thereon) commencing from
the cxpiry of two years from the end of the financial
year in which the deposit is made.

5.22 To supplement these anti-inflationary mecasures
and to raise additionazl resources to meet the grow-
ing cxpenditure, a Second Finance Bill was presented
to the Parliament on July 31, 1974. This Bill sought
to raise additional resources of Rs. 136 crores in
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© Ga the other hand, some Statcs are required to sr.

1974-75 and Rs. 232 crores in a full year. Apart
from raising the rates of union excise dutics on @
number of items Ieading to  additional revenue of
Rs. 110 crores in the current year, the highlight of
this Bill was a novel monetary-fiscal measure in the
form of a tax at the rate of 7 per cent on the gross
interest earned by scheduled banks on loans and ad-
vances made in India. It was left to the banks to
pass on the incidence of this tax (which was cstimated
to increase the rate of borrowing by one per cent on
an average) to their borrowers. The revenue from
this measure is expected to be Rs. 25 crores in the
rematning months of 1974-75 and Es. 60 crores in
a full year. To syphon off some of the unintended
profits made by indigenous producers of certain non-
ferrous metals such as copper and zinc and manufac-
tures thereof, cxcise dutics were stepped up. Two
more items, i.c., paper and cotton fabrics were also
bronght within ihe purview of the auxiliary excise
levy.

5.23 In an cflort to reduce the growing deficit in
the railways’ budget, railway farcs and freight were
further increased In August, 1974 to yield Rs. 140
crores In the remaining months of the current vear
and about Rs. 250 crores ina fuil

YOar.

5.24 The additioral resources rucbilisation cfforts
at the Centre in the current year are expected to yield
a total sum of Rs. 690 crores in the current year and
of about Rs. 935 crores in a full year. 1In this con-
text, 1t 1s intercsting to note that the five vear vield
of these measures would be more or less equal to the
target of additional resource mobilisation, set in the
Drait Fifth Plan for the Centre. Concurrently, meas-
ures to effect additional economies in expenditurc were
also mooted and the decisions taken so far are likely
to result in a saving of about Rs. 200 crores.

5.25 The trends in the collections of major central
taxes so far indicatc that whereas the revenue from
customs duties may register  a tantial
over the budgef estimates, the revenue from union
cxcise duties might show a shortfall duc tc a slow
growth in industrial ocutput. The collections from
inconmie and corporaiion taxes may be in uccoidanoe
with the budgetary anticipations or even show some
marginal improvements. As for capital receipts, the
market borrowing programme has resulted in raising
a net amount of Rs. 494 crores as against Rs. 498
crores envisaged in the Central budget. The net col-
lections from Small Savings are also expected to be
higher than the budget estimate of Rs. 360 crores.
Therc is also a likelihood of external assistance ex-
ceeding the budget expectations.

PNIECANG

5.2€ After the presentation of their budgets, several
State Governments have taken further steps to im-
prove their resource position.  Their market borrow-
ings have also beon higher than originally expecied.

more on relief expenditures as well as on emolurcnts
to their employees.

5.27 Taking all factors into account, it would appear
that the overzall deficit at the Centre apd the 5
the current year would be larger than Rs. 141

crores



anticipated at the time of the presentation of the
Budgets for 1974-75. The persistence of a large
budget deficit, despite a massive additional resource
mobilisation of Rs. 1048 crores by the Centre and
States taken together in a single year, (whlch in a
full year would amount to Rs. 1475 crores) is indi-
cative of the combined impact of inflation and stagna-
tion of real output on government finances.

Finances of State Governments* in 1974-75

5.28 The budgets of the State Governments for
1974-75, like that of the Central Government, have
also been faced with the difficulties of financing the
rising costs of administration and developmental acti-
vities resulting from inflation. In their case, however,
increased expenditures have been cushioned to a con-
siderable extent by the devolution of resources under
the Sixth Finance Commission’s Award in the form
of statutory grants as well as by the rescheduling of
their debts to the Centre as recommended by the Com-
mission. Compared with 1973-74, such additional
transfers in 1974-75 are placed at Rs. 760 crores—
Rs. 410 crores on account of debt relief and Rs. 350
crores in respect of statutory grants. However, what
is noteworthy in this year’s States’ budgets is the com-
paratively greater efforts made by them in mobilising
additional resources which should impart a better
balance to their budgetary position than hitherto.

5.29 An analysis of the State budgets reveals that
their combined expenditure in 1974-75 (B.E.) would
show an increase of 4.1 per cent compared to an in-
crease of 12.6 per cent in the revised estimates for
1973-74. The developmental expenditure budgeted
at Rs. 5069 crores for 1974-75 shows an improvement
of 8.4 per centf as compared to almost a similar in-
crease (9.3 per cent) recorded in 1973-74 (RE). In
contrast to the increase of 20.7 per cent in non-
developmental expenditure noticed last year, the bud-
geted non-developmental expenditure of Rs. 2,040
crores for 1974-75 shows a decline of 5.3 per cent
over the previous year. The main factors responsible
for this wclcome change are a steep decline in the
budgetary provisions for expenditure on account of
natural calamitics (from Rs. 362 crores in 1973-74
to Rs. 55 crores in 1974-75) and the appropriation
for ‘reduction or avuidance of debt’ (from Rs. 275
crores in 1973-74 to Rs. 144 crores in 1974-75).

5.30 The current revenues of the States (including
the yield from measures taken for mobilisation of
additional resources) in 1974-75 are budgeted at
Rs. 5758 crores and show an increasc of about 11 per
cent, i.e. the same as recorded in the preceding year.
While the growth in the Statcs’ own tax revenues in
1974-75 is expected to be 13.9 per cent as against
14.4 per cent in the preceding vyear, their total tax

*Including the Union Territories wi;h‘leé—islature.

tThe percentage increase would be less if adjustment is made for th

public undertakings.
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revenues are expected to go up by only 9.7 per cent
because of lack of any significant improvement i
their share of Central taxes; in 1973-74, on the other
hand, the growth in the total tax revenues of the States
was as high as 13.1 per ceat. It may be of interest
to note that in the current year, the growth in States
own tax revenue at 13.9 per cent is much higher than
the growth of 8.8 per cent to be recorded in the Cen-
tre’s tax revenucs (before deducting the share of the
States). This presumably reflects the effect of a sharp
rise in general price level on States’ tax revenues
whose tax structure is predominantly oriented towards
taxes on commodities and services. As regards non-
tax revenues (other than surpluses/deficits of States’
non-departmental commercial undertakings), the re-
ceipts in 1974-75 are expected to be higher by about
12 per cent as against an increase of 7.4 per cent in
the preceding year.

5.31 Some States have taken steps to raise addi-
tional resources from the agricultural sector which
generally carries a much lighter tax burden than in-
come from other activities. Nevertheless, overall pro-
gress in this area is still insignificant. No State has
so far shown any initiative to implement the report of
the Raj Committee on Taxation of agricultural Wealth
and Income. The States’ revenue from land revenue
and agricultural income tax during the current
year shows only a marginal increase, from Rs. 156
crores in 1973-74 (RE) to Rs. 161 crores in 1974-75
(BE). In the field of indirect taxation all the major
taxes are expected to be buoyant in 1974-75. The
tax net in the current year has been widened by in-
troducing a new tax on accommodation in luxury
hotels. It is encouraging to note that current year’s
budgets show a decline in the overall losses of the
departmental undertakings (viz., the excess of work-
ing expenses including interest on capital employed
over the receipts) from Rs. 36 crores in 1973-74
(RE) to only Rs. 4 crores. However, it has to be ob-
served that the performance has not been uniform in
respect of all undertakings. While the surpluses from
forests, and mines and minerals have increased, and
the losses of multipurpose river schemes have shown
a decline, irrigation (commercial) and electricity
schemes continue to incur losses.

5.32. The grants from the Centre to the States,
lpoth on plan and non-plan accounts, have been show-
ing an upward trend and in their 1974-75 budgets,
the States have taken credit for Rs. 1121 crores as
against Rs. 1041 crores in 1973-74 (RE). The ab-
sence of Central grants for natural calamities has been
compensated, by and large, by the increase (from
Rs. 131 crores in 1973-74 to Rs. 482 crores in 1974-
75) in statutory grants recommended by the Sixth
Finance Commission. Even so, as a proportion of
their current receipts, the share of Central grants in
1974-75 has come down to 19.5 per cent, from 20.4
per cent in 1972-73. Likewise, because of a consider-
able declinc in loan assistance to States, the total
transfer of resources from the Centre to the States has

¢ change in the Plan concept of working out the surpluses of



been lower at 40.3 per cent of the States’ total receipts
in 1974-75 than in the revised estimates of 1973-74.

5.33. Despite additional resource mobilisation of
Rs. 155 crores in the 1974-75 budgets, the States had
to mobilise further resources in the post-budget period
for meeting the increased cost of projects, for relief
expenditure on account of droughts and floods, and for
grant of dearness allowances to their empioyees. The
total of these measures together with the measures
taken at the time of the presentation of the budgets
aggregates Rs. 358 crores for the current year and
nearly Rs. 540 crores in a full year. Many States have
also revised their electricity tariffs and irrigation rates
and, in addition to withdrawing exemptions on land
revenue, have also raised the surcharges on it. Al-
though efforts in the current year for resource mobili-
sation look impressive and over the five-year period
might almost yield the Fifth Plan target of
Rs. 2550 crores set for the States in this respect, a large
proportion of these resources might be pre-empted by
non-plan expenditure. Thus vigorous efforts will need
to be made if the physical targets of the Fifth Plan
are to be met. In this context, the need for a deter-
mined effort to tax the farm sector, earning of ade-
quate profits from State commercial enterprises and
greater vigour in collecting arrears of taxes and inte-
rest and instalments of overdue loans and advances
cannot be over-emphasised.

5.34 The gap between the total outlays of the Sta-
tes and their revenues is expected to be narrowed
down to Rs. 1351 crores in 1974-75 (BE) as com-
pared to the gap of Rs. 1655 crores estimated for
1973-74. This gap in the current year is to be met
almost wholly by way of capital receipts (including
loans from the Centre and repayment of loans by
third parties), leaving a deficit ¢f only Rs. 15 crores;
this compares very favourably with the budget deficit
of Rs. 140 crores in the revised estimate for 1973-74*

Performance of Public Sector Undertakings

5.35. The Draft Fifth Plan has projected the pub-
lic autonomous undertakings’ saving to grow from 1.3
per cent of GNP in 1973-74 to 2.4 per cent in 1973-
79. In the past, the performance of these undertakings
has left much to be desired and viewed against this
back-ground, the achievement of saving rate set for
them in the Plan would require more strenuous efforts
than ever before on their part to improve their opera-
tional efficiency and to earn a higher return on the
invested capital. More realistic pricing policies may
also make a significant contribution to increasing the
internal resources of the public sector enterprises.

5.36 Fortunately, there is growing evidence that
despite such odds as power cuts, shortage of crucial
raw materials, labour unrest, transport bottleneck,
etc., the performance of a large number of public sec-
tor undertakings is tending to improve, particularly
since 1973-74. Provisional data relating to non-depart-
mental commercial undertakings of the Central Gov-
ernment reveal that the total net profit (before tax)
of the 118 public sector undertakings in operation on
March 31, 1974 amounted to Rs. 150.15 crores in
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1973-74 as compared to Rs. 83.95 crores in 1972-73
by 101 running concerns. This has resulted from a net
profit of Rs. 246.56 crores earned by 77 enterprises
and a loss of Rs. 96.41 crores incurred by 41 under-
taking§. Among the profit (pre-tax) earning enter-
prises, the most prominent were Indian Oil Corpora-
tion (Rs. 30.81 crores), Bharat Heavy Electricals
(Rs. 27.00 crores), the Shipping Corporation of India
(Rs. 14.88 crores), Oil and Natural Gas Commission
(Rs. 24.51 crores), Hindustan Steel (Rs. 4.71 crores)
and Madras Refineries (Rs. 6.71 crores) ; and those
which have sustained losses, in particular, arc Heavy
Engineering Corporation (Rs. 7.30 crores), Neyveli
Lignite Corporation (Rs. 12.16 crores) and Bekaro
Steel Ltd. (Rs. 10.43 crores). It may be noted that
the last mentioned enterprise is not fully commission-
ed. The losses incurred by the enterprises are partly
attributable to lower utilisation of installed and deve-
loped capacities. During 1973-74, 34 enterprises dec-
lared dividends amounting to Rs. 13.29 crores = at
rates varying from one per cent to twelve per cent
as against a total dividend of Rs. 17.15 crores dec-
lared by 31 enterprises during 1972-73.

5.37 Another measure of profitability of Central
Government public sector undertakings is the return
on capital employed i.e., ratio of gross profits (after
providing for working expenses and depreciation but
before deducting interest and tax liability) to capital
employed and this is estimated to have been
around 5.2 per cent in 1973-74, which is about the
same as in 1972-73.

5.38 Based on the provisional operating results
reported by the public sector enterprises for the first
half of 1974-75, it is anticipated that their profits
before tax for 1974-75 would be of the order of
Rs. 273.24 crores. On present indications, a number
of public sector undertakings are likely to achieve
substantially the physical targets set for the year and
accordingly, the overall performance of the public sec-
tor as a whole might show considerable improvement
in 1974-75.

5.39 The Railway finances have been under strain
for quite some time, as is evident from the fact that
as against an anticipated surplus of Rs. 24 crores in
the Budget for 1973-74, the revised estimates for that
year reveal a deficit of Rs. 99.75 crores. This out-
turn in the railways’ finances in 1973-74 was due to
a steep decline of Rs. 75 crores (or about 10 per
cent) in their earnings from goods traffic, following a
decline in freight carried by 7 million tonnes and a
decline of Rs. 18 crores in their passenger and other
coaching earnings. In addition there was an increase
of about Rs. 35 crores in their working expenses,
mainly on account of the implementation of the re-
commendations of the Third Pay Commission. The
Railway Budget for 1974-75 had been prepared on
the assumption that the goods traffic to be carried dur-
ing the year would be about 217 million tonnes. Al-
lowing for this and even after taking credit for
Rs. 136.38 crores from the revision in fares and
freights, the emerging deficit had been anticipated at
Rs. 52.79 crores. In the event, since the anticipated

*The final accounts for 1973-74 reveal that the actual deficit in that year was Rs. 175 crores.



level of increase in goods traffic was not materialising
and further increases in expenditures on account of
the implementation of Miabhoy Award, sanction of
several instalments of dearness allowance, additional
cost of fuel etc., became inevitable, there was a fur-
ther deterioration in the revenue position. In the ab-
sence of suitable remedial measures, the cumulative
impact of all these factors would have raised the esti-
mate of the railway deficit to a staggering figure of
Rs. 299.6 crores. In order to cover a part of this
huge gap, a supplementary railway budget was present-
ed tc the Parliament on August 21, 1974 with pro-
posals to revise fares and freights yielding a net pro-
venue of Rs. 140.1 crores. Besides some economy
measures were also taken to supplement these propo-
sals and thereby bring down the railway deficit to
Rs. 109.1 crores which would be covered by borrow-
ings from thc General revenues.

5.40 The finances of posts and telegraphs, on the
other hand, continued to show a healthy suiplus
although there was some set back in the size of this
surplus in 1973-74. As against the surplus of Rs. 37
crores in 1972-73, the surplus in 1973-74 (RE) was
only Rs. 11 crores and showed a deterioration of
Rs. 40 crores over the budget estimates. However,
following the upward revision in the postal and tcle-
communication tariffs in the 1974-75 budget, which
is expected to yield an additional amount of Rs. 42.8
crores in the current year (or about Rs. 57 crores in
a full year), the surplus of posts and telegraphs is
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again likely to go up to Rs. 65 crores in 1974-75
(BE).

5.41 The overall performance of departmental un-
dertakings of the State Governments continues to be
unsatisfactory in the current year. The losses of irriga-
tion (commercial) and multipurpose river schemes
alone are in the vicinity of Rs. 150 crores annually,
and they are not able to meet cven their working
expenses, let alone the interest on working capital and
an adequate provision for the depreciating assets. The
working results of the State Electricity Boards are also
none too happy. The rate of return on capital employ-
ed (after meeting working expenses ‘and depreciation)
has remained much below the norm (11.0 per cent,
including 1.5 per cent of electricity duty) laid down
by the Venkataraman Committee.

5.42 Although several States have taken measures
in 1974-75 to raisc electricity rates, it is doubtful whe-
ther these revisions would lead to a significant improve-
ment in the financial position of State Electricity
Boards since the operational costs have also risen in
the wake of rising prices and grant of dearness allow-
ances to their employees. In this context, it needs to be
stressed that there is considerable scope for effecting
econoniies in operational costs as well as for reducing
transmission losscs. If the electricity boards can ovel-
come these problems and this is accompanied by a
more rational tariff policy, these undertakings can
be made financially viable.



